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Argentines Rush To Buy Dollars; Alfonsin Acts To Step
Down From Presidency Six Months Early
by John Neagle
Category/Department: General
Published: Tuesday, May 23, 1989
May 15: Official results for the May 14 general elections were released, showing Carlos Saul
Menem, candidate for the Justicialista (Peronist) party, with 47.3% of the vote. Menem's nearest
rival, Eduardo Angeloz, candidate for the ruling Radical Civic Union, received 37%. Under the
Argentine constitution, the new government is to take power on Dec. 10. May 16: Menem announced
members of his transition team: Justicialista Party president and governor of Buenos Aires province,
Antonio Cafiero; his brother, Sen. Eduardo Menem; president of the Justicialista party bloc in the
Chamber of Deputies, Jose Manzano; and Deputy Eduardo Bauza, an economist. Presidents of the
Argentine Industrial Union and the Rural Society insisted that an "agreement" or statements by
the Justicialista party on its economic policies were necessary to put a "brake on inflation, and exert
a calming effect on markets." President Raul Alfonsin asked Menem to meet with him to begin
planning for the transition period. Congressioonll leaders of both parties spoke of the possibility of
moving up the inauguration date. The president-elect said he opposed advancing the inauguration.
Menem told reporters that he was particularly aware of the need to raise wages, increase federal
support to provincial governments and improve what he called "the situation" of small and
medium-sized business. May 18: Alfonsin and Menem met for 30 minutes, the first of what were
described as monthly meetings until December. Major agenda items were the economy, and the
issue of whether to prosecute members of the military accused of human rights violations during
the 1976-82 dictatorship. Recently, military spokespersons have been quite vocal in demanding a
general amnesty before Menem takes power. Immediately after the meeting, Menem returned to
La Rioja. The austral fell by 23%, selling for 170 per dollar compared to 131 on Wednesday. During
the week prior to the elections, the exchange rate averaged 100 australs per dollar. In a front-page
story, the newspaper La Razon reported that the government was preparing to introduce a new
currency, one unit of which would equal 100 australs. "No government official at any moment has
even thought about that," Treasury Secretary Oscar Merbilhaa said. Between May 14 and May 18,
the austral dropped by 38%, and 90% since early February. On Thursday, interest rates reached
200% per month as banks attempted to prevent depositors from withdrawing their savings to
buy dollars. In its lead editorial, daily newspaper La Nacion said, "There is little doubt that the
Argentine economy is entering in full a stage of hyperinflation. It must be acknowledged that
hyperinflation always has unleashed corrosive political and social situations." Menem announced
that economists representing Alfonsin's government and the incoming Justicialista party will
travel to the US for negotiations on Argentina's $59 billion foreign debt with creditor banks. No
details were disclosed. The government has not paid interest on its foreign debt since April last
year, and principal payments were deferred several years ago. Menem said that in 1989, interest
bills amount to $6 billion, about twice the expected trade surplus, and foreign exchange reserves
in the Central Bank are very low. The four million-member General Labor Confederation, which
supported Menem in the election, is demanding that the monthly minimum wage be raised 125%
by June 1 to the equivalent of about $64. Peronist Party economic proposals call for a "social pact"
among workers, businessmen and the government, and a vague "productive revolution" to generate
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employment, double agricultural harvests and exploit natural resources. Since such proposals will
require significant sacrifice from Argentines, analysts say Menem cannot risk losing public support
by being seen as having backed failed Radical policies. On Thursday evening, the government
announced a new package designed to lower the budget deficit, consisting of a 40% hike of export
taxes and of prices for natural gas, gasoline, telephone service and electricity. Inflation during
the first four months of the year totaled 70%. Economists are predicting inflation of between 60%
and 80% for the month of May alone. May 19: The exchange rate jumped from 164 australs to 210
per dollar when markets opened Friday. After four hours of trading, banks offered 1,700% annual
interest rates on savings which finally subdued the dollar fever and the austral closed at 165 and
170 to the dollar. According to Jorge Balan, director of the independent Center for State and Society
Studies, "Alfonsin's government has lost all credibility...Any anti-inflation shock program of the
government has to have explicit approval of Peronism. Menem wants to chat, but he doesn't want to
co-govern." Peronist leaders said they did not support the government's deficit reduction program.
Peronist Deputy Guido DiTella said, "We will not take decisions because we have not been elected
by anyone to govern until Dec. 10. If we govern, the people would immediately start saying the
Peronists are the same old neo-fascists who wouldn't give three cucumbers for a constitution."
Dismayed at the stampede for dollars, Economy Minister Juan Pugliese said "these people are
conspiring against the Republic's economic health...What is happening here has nothing to do
with normal buying and selling on the market." Labor union sources said that the government's
new economic measures would not help to solve the crisis, and that the price hikes were part of a
"policy of deliberate social instability." In Geneva CGT secretary general Saul Ubaldini denounced
the Argentine Industrial Union (UIA) for violating an agreement signed last week under which
employers agreed not to fire or suspend workes in a unilateral manner until June 15. The Sevel
automotives plant and the Arcor food processing company announced layoffs of 1,530 workers
over the next two weeks. The layoffs were attributed to economic recession and shortages of
industrial inputs due to strikes by dock workers under CGT unions. Notimex reported that the
stampede for dollars between May 16 and May 19 was attributed to rumors about the introduction
of a new currency, rumors regarding the imminent sale of $125 million by the Central Bank, and
the government's new deficit reduction plan. According to Notimex, productive investment has
virtually disappeared, and the country's industrial sector is operating at 50% capacity. Menem called
on fellow citizens to remain calm and act to defend Argentina's democratic regime while coping
with an economic crisis that has "escaped" the government's control. The president-elect blamed
the Alfonsin administration for the economic crisis, and denounced the measures announced
Thursday evening. He allowed, however, that "speculators" were the principal villains, described
as those "who do not produce, but rather manipulate [the economy] via usury." Menem asked,
"What happened to the $3.6 billion trade surplus, when at present the Treasury has only $500
million and the government has not paid interset on the foreign debt for over a year?" He said that
Argentina needs between $2 billion and $1.5 billion to meet its most urgent financial problems. May
20: Alfonsin met with ruling party senators to discuss the legal means by which the inauguration
date of the new government could be moved up. An unidentified government source told AFP that
this would require the administration to submit to Congress a bill to replace a law setting Dec. 10 as
the date for presidential inaugurations. Unidentified sources in the Justicialista Party told AFP that
the discussion to move up the inauguration was the result of pressure from the Argentine business
community and foreign creditors who reportedly told Menem they would not back any government
economic measures until they were informed of the new administration's overall strategy and of
Menem's new finance minister. May 21: Argentine newspapers reported that Alfonsin had agreed
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on the evening of May 20 to an early transfer of power, tentatively set for July 9, the 73rd anniversary
of Argentina's independence from Spain, according to Menem, and economic adviser Eduardo
Bauza. On Sunday evening, presidential spokesperson Jose Ignacio Lopez read a statement by
Alfonsin saying that "in the context of a severe economic crisis" the transition period has become
too "prolonged." Argentina's Central Bank announced that banks and currency exchange houses
would be closed Monday and possibly Tuesday as well while additional emergency economic
measures are drafted and implemented. Argentine media commentators said exchange controls
would undoubtedly be included. May 22: Economy Minister Pugliese acknowledged that "no
one is interested, and no one believes in" the Alfonsin administration's economic policies. After
describing the nation's economic situation as one of "pure speculation," Pugliese said that the
Radical government lacks "conditions to continue" until Dec. 10. Pugliese said, "Our policy has
failed and is not defensible, not because it was inherently bad but because it was introduced in
a context of uncertainty and lack of credibility." He added that in Argentina "there is no way to
implement policies without clear signals from the new government, and the content of its policies."
The minister said a new exchange rate system will be introduced, consisting of an official rate fixed
at 160 australs per dollar, and another "free market rate" of 200 australs. Pugliese said that Radical
and Justicialista party economists are also considering a graduated increase in public utilities
prices, a 100% minimum wage hike, and a price policy pact with the private sector. At noon, Menem
said the Justicialista Party would not in any way support the Radical government's new economic
measures. This week Peronist members of the national congress began work on electing Menem's
brother, Eduardo, as president of the Senate. If a major crisis forced Alfonsin and Vice President
Victor Martinez to resign, the president of the Senate would serve as interim president. On May
22, $250 million of government bonds were due for payment. Similar quantities fall due in July and
August. [Background notes summarized from New York Times (05/22/89): In the last five years,
real wages have declined by at least 40%. The federal government's budget deficit is equivalent to
about 15% of GDP. Industrial electricity consumption is currently at levels 13% below last year. From
1983 to 1987 under Menem's governorship, the number of public employees in La Rioja province
rose from 11,874 to about 26,000. In 1986, Menem's province was one of four Argentine provinces
where public employees outnumbered officially registered private-sector employees. A breakdown
of Argentina's debt service payment arrears follows: $380 million, the World Bank; $180 million, the
International Monetary Fund; and about $3.4 billion, foreign commercial banks. Brazil, Mexico and
Venezuela reportedly have agreed to extend a $150 million bridge loan to Argentina. The money, in
advance on trade payments, would be used to pay arrears to the IMF. Argentine commercial debt
can be purchased on the secondary market for 15 cents on the dollar.] (Basic data from Notimex,
05/15-22/89; New York Times, 05/16/89, 05/17/89, 05/20/89, 05/22/89; AP, DPA, 05/18/89; Xinhua,
05/22/89; AFP, 05/21/89)
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